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Fund Report at ECOSOC 


In addressing the 30th Session of the UN Economic 
and Social Council in Geneva on July 12, Mr. Jacobsson, 
Managing Director of the International Monetary 
Fund, referred to the statement on the world economic 
situation which had been presented to the Council 
by Mr. Hammarskjéld, the Secretary General of the 
United Nations. In that statement, Mr. Hammarskjéld 
had pointed out that the General Agreement on 
Tariffs and Trade has much to its credit in the 
achievement of a multilateral reduction of tariffs, and 
that the International Monetary Fund has similarly 
contributed toward freeing most of world trade from 
arbitrary exchange restrictions and discrimination. 
Mr. Jacobsson said that “it is indeed a matter of great 
satisfaction that at a time of many political and other 
difficulties so much progress has been made in the field 
of international trade and payments. No doubt inter- 
national institutions and other sources of assistance 
have contributed to these satisfactory results, but the 
chief merit belongs to the individual governments, 
which, with great determination, have devoted them- 
selves to the task of achieving monetary rehabilitation 
and the freeing of trade, and often have done so in the 
face of considerable difficulties. Although their cur- 
rencies may still sometimes be subject to strain, the 
great majority of countries are no longer giving way 
under inflationary pressures. They have managed to 
establish a high degree of monetary confidence—a con- 
fidence which is evidenced in the domestic field by an 
increased flow of genuine savings, and, internationally, 
by a greater supply of foreign commercial credit. 

“As a result of the establishment of external con- 
vertibility by 14 European countries at the end of 1958 
and the similar steps taken afterward by several other 
countries, almost all international trade is now con- 
ducted in convertible currencies. Therefore, countries 
can now use almost all their export receipts for pur- 
chases in any country and hence in the most favorable 
markets. In this situation, there are no longer any 
payments reasons for discrimination against imports 
from any particular country on the grounds of a short- 
age of that country’s currency. In the last year or two, 
the removal of discrimination has been widespread. 
But even more decisive steps have been taken recently 
by many countries when they declared that they no 
longer claim any balance of payments justification for 
the maintenance of restrictions, and have gone on, as 


many have now done, to remove quantitative restric- 
tions on imports. This is all to the good, and gives great 
hope for further progress in the expansion of multilateral 
trade in the years ahead. With new trading groups being 
formed in various parts of the world, the restoration of 
currency convertibility and the resulting simplification 
of the pattern of world payments are of particularly 
great advantage in that a commercially somewhat com- 
plicated situation is not further complicated by 
currency difficulties. 

“The great progress that has been made in the field 
of international trade and payments could not have been 
achieved if the countries themselves had not taken the 
measures needed to establish a sufficient degree of 
internal balance in their economies. For in each coun- 
try the external strength of the currency is a reflection 
of the balance in its internal position. Not only has 
the excessive liquidity which plagued so many countries 
in the years after the war been largely absorbed, but 
steps have been taken to prevent any return of excessive 
liquidity by the pursuit of proper budget and credit 
policies. Every effort is thus being made to ensure that 
investment will be financed by genuine savings. 

“In this re-establishment of monetary order, the 
International Monetary Fund has been able to assist 
many member countries. The cooperation of the Fund 
has been requested not only because the Fund is able 
to extend financial assistance, but also because these 
countries have wished to obtain technical assistance 
from an objective, international institution. The assist- 
ance has, in a number of cases, involved the elaboration 
of a stabilization program. Success in these stabilization 
efforts can be obtained only if the authorities themselves 
wholeheartedly believe in the value and effectiveness of 
the measures which have to be taken, and if they have 
the necessary determination to ensure the proper exe- 
cution of the program. 

“The authorities in many countries have shown this 
determination and have persisted in their efforts, even 
in the face of great difficulties and sometimes fierce 
criticism. Those who are critical of the steps that have 
been taken have often been able to point out that the 
introduction of a stabilization program has been accom- 
panied by a slowing down in economic expansion. This, 
it must be admitted, has often been the case, and it 
deserves some comment and explanation. 

“In practice, the gold and foreign exchange reserves 
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of a country suffering from inflation almost inevitably 
decline, for reserves are used to maintain a higher rate 
of investment than could be financed from noninflation- 
ary sources in the form of domestic savings and foreign 
capital. But obviously there is a limit to the use of 
reserves in this way, and if a stabilization program is 
adopted, one of the features of that program must be 
to stop the drain on reserves and to begin their replen- 
ishment. That can be done only if part of the country’s 
savings is devoted to the task of rebuilding the reserves, 
and so, in effect, is invested in foreign exchange. Clearly, 
these savings cannot then be invested at the same time 
in bricks and mortar. Perhaps restored confidence at 
home will bring about some repatriation of capital from 
abroad, but a fair part of the capital thus repatriated 
should also, at least at first, be earmarked for strength- 
ening reserves. Theoretically, it is possible to envisage 
other sources of development finance (through higher 
taxes, cuts in current government expenditure, or in- 
creased foreign assistance), but these will not be 
arranged easily in practice. Therefore, a successful 
stabilization effort must usually mean that for a time 
less resources are available for development purposes. 

y here is at the same time another influence having 
somewhat similar effects. When an economy has been 
tuned for years to continuously rising prices, the con- 
ditions for more normal, noninflationary business activ- 
ity cannot be established all at once or without transi- 
tional difficulties and delays. When the upward surge 
in prices comes to an end, there will usually be a 
period of uncertainty and hesitancy while businessmen 
and the public generally get used to the idea of more 
stable prices—and, in addition, the necessary adjust- 
ments will lead to certain delays in the resumption 
of activity 

“This period of slower economic expansion should 
be a passing phase. The return to stability is intended 
to provide—and generally has provided—a reliable 
basis for sustained economic growth. For many reasons, 
the resumption of activity is easier in the industrialized 
countries, with fully developed economic and financial 
structures and national incomes high enough to support 
both the generation of ample savings and high levels 
of consumption. In these countries, little more than an 
easing of credit conditions may be sufficient to restart 
expansion, especially if the general climate of world 
business becomes favorable for an upswing.” 

Mr. Jacobsson drew attention to the remarkable in- 
crease in industrial production in Western Europe and 
Japan, which was some 12 per cent higher in the first 


quarter of 1960 than in the corresponding quarter of 
the preceding year. “This expansion has been accom- 
panied by a most impressive increase in international 
trade that has benefited all parts of the world. In this 
period, the imports of Japan and the industrialized 
countries in Western Europe increased by 30 per cent, 
with imports from the United States up 50 per cent, 
trade with one another up 30 per cent, and imports 
from the rest of the world up 23 per cent. These indus- 
trialized countries now face the problem of preventing 
an excessive strain on their resources, and once again 
the authorities are relying primarily on monetary meas- 
ures, including quite sharp increases in official discount 
rates. It may be that the high interest rate structure in 
Western Europe, which is a sign of the intense domestic 
demand for capital, is viewed with a certain appre- 
hension by some other countries; but they should 
remember the interest that they have in the maintenance 
of activity in the highly industrialized countries on a 
sound basis, for they would lose far more from any 
sharp setback in economic activity which might follow 
an unrestrained boom. 


“In the United States, the situation is at the moment 
somewhat different from that in the other industrialized 
countries—and a certain hesitation is noticeable that 
is probably not unconnected with a change from an 
inflationary psychology to the expectation of more stable 
prices. But, even so, business activity in the United 
States has continued at a high level, sustained by the 
continued strength of domestic consumer demand, by 
the weight of money in the market in the form of funds 
seeking investment, and by increased demand from 
abroad—especially from Europe. Since the autumn of 
1959, U.S. exports have increased markedly, with the 
result that there has been a substantial improvement in 
the current account of the U.S. balance of payments. 

“Of the aggregate national income of all the countries 
that are members of the International Monetary Fund, 
the share of the most industrialized countries, the 
United States, Western Europe, and Japan, is about 
75 per cent, while their share of total population is only 
about 25 per cent. Thus, the share of national income 
of the primary producing countries is 25 per cent, and 
their share of population is about 75 per cent. This 
disparity can be effectively reduced only by further 
growth of the economies of both these groups—leading 
to an expansion in their mutual trade and closer rela- 
tions generally, While the recent increase of business 
activity in the industrialized countries has not appre- 
ciably improved the terms of trade of the primary 
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producing countries, the substantial increase in the 
volume of imports of the industrialized countries has 
helped to increase the foreign exchange receipts of the 
primary producers. In this way, both groups have bene- 
fited from the expansion of trade. From a monetary 
point of view, this recent expansion of international 
trade certainly came at an opportune moment. Many 
less developed countries have introduced stabilization 
programs in recent years, and have shown great deter- 
mination in executing them: the improvement in foreign 
exchange earnings has been of great help to most of the 


primary producers and has given them encouragement 
for further efforts. 


“In every country that attempts to stabilize its econ- 
omy, credit expansion must be kept within proper 
limits, and at a rate not in excess, broadly speaking, 
of the increase in the national product at stable prices. 
I deliberately said ‘stable prices, for I believe that the 
postwar inflation has come to an end, and that the price 
stability which has now prevailed for two years in world 
markets will not be upset by any new general infla- 
tionary upsurge. It has become more and more evident 
that there is at present an ample supply of almost all 
commodities, not only of foodstuffs and fuel, but also 
of industrial raw materials and of manufactured goods, 
and these have all to be sold under increasingly competi- 
tive conditions. Coupled with this, the authorities in 
most countries seem more and more prepared to apply 
in case of need strict fiscal and credit policies. In this 
new situation, those who fare best are those who learn 


most effectively and most quickly how to live without 
inflation. 


“It is important to realize that economic growth can 
occur under a great variety of conditions. For instance, 
there was a high rate of growth from 1873 to 1895 in 
both the United States and Sweden—two countries for 
which satisfactory statistics are available for that period 
—although at the time prices were on average slowly 
falling. There was a period of growth in most countries 
in the 1920's when prices were stable; and there was 
growth after the second World War with rising prices. 
In each of these periods, business attitudes and prac- 
tices had to be adjusted to the prevailing trend, but 
when that was done a high rate of growth was possible, 
and was achieved. No doubt, in the future, public policy 
will aim at the prevention of both inflation and defla- 
tion, but already the prospect of a more stable general 
price level has made necessary a greater attention to 
costs and a more selective granting of credit than was 
needed even under conditions of creeping inflation. 


431 


“In underdeveloped countries with a limited volume 
of domestic savings and often inadequate institutions 
for channeling what savings there are into suitable 
investment, there is a strong temptation to rely on 


credit creation to finance development; but an excessive 
use of this method of financing will, today more than 
ever, inevitably cause grave problems, such as rising 
domestic prices, reduced reserves, and usually a depre- 
ciating exchange rate. Experience shows that, in the 
absence of monetary stability, economic incentives tend 
to direct investment largely into speculative ventures 
with prospects of quick profits instead of into projects 
with benefits accruing to the whole community over 
many years. 

“In addition to the distortion of domestic prices, 
the loss of reserves and the depreciating exchange rate 
have, in many cases, led to the distortion of the foreign 
exchange structure by the introduction of multiple 
exchange rates. Much harm is done by such rates in 
encouraging uneconomic production and investment, 
and in discouraging production in lines for which the 
country is entirely fitted. It has therefore been found 
essential to revert to a unitary exchange rate at a real- 
istic level as part of an effective stabilization program.” 

Mr. Jacobsson said that in the course of its work the 
Fund has gained the impression that these consider- 
ations are becoming fully appreciated. “In a world in 
which most countries have stabilized their currencies, 
there is no place for the opposite policy of continuing 
inflation. But in this new situation effective measures 
must be found to secure economic expansion under con- 
ditions of relatively stable prices; and in underdeveloped 
countries this will generally require resolute action to 
increase productivity and savings. However successful 
these countries may be in achieving this, they will also 
need to obtain assistance from abroad. Between the 
countries which provide assistance and those which 
receive it, there must be a balance of responsibilities. 

“The most obvious form of assistance from the 
richer industrial countries is the provision of additional 
capital resources to the underdeveloped countries. It 
would be a mistake to think only in terms of official 
capital; investment of private capital is most important, 
for it is often combined with the specific provision of 
technical knowledge of a continuing character. A coun- 
try which provides financial assistance must raise the 
amounts involved in its own currency and must have 
the appropriate institutions to make the funds avail- 
able, such as, in the United States, the Development 
Loan Fund, the Export-Import Bank, and other agen- 
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cies; in the United Kingdom, the Export Credit Guar- 
antee Department; and, in Germany, the Kreditanstalt 
fiir Wiederaufbau. The setting aside of, say, 1 per cent 
of national income for the purpose of foreign assistance 
through the appropriate institutions would mean that 
each individual country would forego some of its own 
consumption or investment in order to devote a part of 
its resources to foreign assistance. 


“Secondly, the richer countries must see to it that 
they provide adequate earning opportunities for the 
poorer countries; they can do so by pursuing more 
liberal trade policies and by making every effort to 
maintain a high level of business activity in their own 
economies. Naturally, the maintenance of a high level 
of business activity is eminently in the interest of the 
richer countries themselves, but the adoption of more 
liberal trade policies is not always understood to be 
equally in their own self-interest. 


“Thus in trade matters much remains to be done. It is 
to be hoped that the tariff reductions now being taken 
or considered by trade groups in various parts of the 
world will be widened as far as possible so as to improve 
the prospects for the sustained growth of world trade, 
which would be in the true interests of the community 
of nations. 


“Thirdly, it is important to provide facilities for the 
technical and administrative training of persons from 


the underdeveloped countries. It is not a question only 
of granting scholarships, but of letting persons from 
these countries work in factories and offices where they 
can get acquainted with the daily run of business, 
industry, and public administration. 


“The primary responsibility of the underdeveloped 
countries in their present situation is to ensure that 
the resources at their disposal are put to the best 
possible use. This raises questions of technique, of 
methods of financing, of the balance between govern- 
ment undertakings and private enterprise, and, in some 
cases, of the whole economic and financial organization 
of their countries. I have already referred to the im- 
portance of monetary stability to avoid a misuse of 
resources. Such stability is also important for the main- 
tenance of confidence and creditworthiness at home 
and abroad, which are in themselves assets of great 
value. Closely related is the ability to attract capital 
from abroad, which depends so much on the fair 
treatment of foreigners. 


“In many of the less developed countries, stabilization 
programs have been introduced only comparatively 
recently, and the full beneficial effects have not yet 
been achieved, although there have been encouraging 
signs almost everywhere. There are, however, some 


countries, for example, Chile, Finland, and Mexico, 
which have been able to stage quite an impressive 
increase in production. In some others, foreign exchange 
reserves have risen appreciably and have created a new 
basis for development in the years ahead, conspicuous 
examples being Argentina, Colombia, and Spain. 


“In all these matters, international organizations can 
play a useful role. The International Monetary Fund 
does not provide capital for development, but it has 
the task of assisting members in temporary balance of 
payments difficulties, with the primary objective of 
restoring confidence and gaining time for them to 
take effective corrective measures. Thus it helps to 
ensure that development plans will be worked out within 
a framework of financial stability, and that temporary 
difficulties encountered in the course of development 
can be surmounted without harm to the economic 
structure of the country itself or to its trading partners. 
This is of considerable importance for primary pro- 
ducers whose export earnings are subject to fluctuations 
caused by variations in world markets. It is the task 
of the International Bank for Reconstruction and 
Development to provide long-term loans for develop- 
ment projects, and other institutions, among them the 
newly formed Inter-American Development Bank, have 
similar purposes. The UN Special Fund is also playing 
its part in this field. Cooperation between these various 
international agencies and individual governments or 
their agencies and sources of private capital has taken 
place and should be encouraged wherever possible. 
In financing stabilization programs, the simultaneous 
provision of resources by governments and by com- 
mercial banks, in addition to the resources provided by 
the Fund, can be of great value. Under these ‘parallel 
arrangements, there is a degree of coordination, but 
each participant retains its own responsibility. The 
Fund does not compete with other institutions; but 
insofar as it is able to assist in establishing and main- 
taining monetary stability, it helps to open up increased 
possibilities for ordinary commercial banking business, 
and for long-term investments which contribute to eco- 
nomic expansion. 


“It is in the nature of things that political consider- 
ations may affect the extension of foreign assistance 
or the formation of trade policies. Sometimes these 
considerations facilitate the finding of a solution; some- 
times, however, they are a cause of obstruction and 
delay. After the first World War, when the League of 
Nations undertook the reconstruction of 
Austria, Hungary, and certain other countries, several 
political questions arose. It was then said that the best 
way to deal with these matters was to try to reduce 


the political problems to technical problems—and it is 


financial 
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very remarkable how often the difficulties were over- 
come in this way. In the same way, the more often 
problems can be attacked on a technical plane, both in 
the United Nations and the specialized agencies, the 


IBRD Borrowing from German Central Bank 


The International Bank for Reconstruction and 
Development announced on July 13 that it has arranged 
to borrow the equivalent of approximately $240 million 
in U.S. dollars and deutsche mark from the Deutsche 
Bundesbank. This is not only the largest borrowing 
ever undertaken by the World Bank outside the United 
States, but is its largest borrowing anywhere since its 
issue of $250 million of bonds in the United States in 
the summer of 1947. The new debt will carry interest 
at the rate of 44% per cent per annum and will have a 
final maturity of 12 years. 

In announcing the transaction, Mr. Eugene R. Black, 
President of the World Bank, said, “The willingness of 
Germany to lend this large amount to the World Bank 
is striking testimony to the desire of Germany to assist 
in the economic advancement of the underdeveloped 
areas of the world. It also gives evidence of the energy 
and resourcefulness of the German people. The World 
Bank greatly appreciates the action taken by the officials 
in the Bundesbank and in the Government to make this 
transaction possible.” 


In the past three years, Germany has been the major 
source of funds borrowed by the World Bank, supplying 
more than half the approximately $1.3 billion of net 
funds borrowed in that period. Giving full effect to the 
transaction announced on July 13, it is estimated that 
about 60 per cent of the funded debt of the World Bank 
is held outside the United States, by investors in more 
than 40 countries. 


This is the twelfth direct borrowing transaction 
between the Bundesbank and the World Bank, and 
raises the net total of such operations to the equivalent 
of almost $600 million. It is also the longest maturity 
of World Bank borrowing from the Bundesbank; all 
previous transactions were for terms of three years or 
less. In addition to these transactions, the Bundesbank 
has purchased more than $40 million of regular issues 
of World Bank bonds. 


Apart from its transactions with the Bundesbank, 
the World Bank borrowed DM 200 million ($47 mil- 
lion) in Germany by the sale in 1959 of a long-term 
issue to the German public. Moreover, German finan- 
cial institutions have purchased more than $13 million 
of parts of loans out of the Bank’s portfolio. 


The latest borrowing consists of two tranches. One 
tranche is US$120 million and the other is DM 500 mil- 


more readily will the stumbling blocks that would other- 
wise impede the expansion of production and trade be 


removed, and the more readily will agreed solutions 
be reached.” 


lion (about $120 million). Each tranche has a final 
maturity of 12 years and will be retired in ten equal 
semiannual installments beginning in the eighth year. 
Another interesting feature of this borrowing is that 
the World Bank has a year in which to draw down the 
funds. Until the funds are drawn, the Bank will pay 
a stand-by commission of % of 1 per cent. Interest 
at the rate of 42 per cent per annum will accrue from 
the dates funds are drawn. 

Source: International Bank for Reconstruction and 
Development, Press 
D.C., July 13, 1960. 


Release, Washington, 


Bank of England Report 

The Bank of England has published an expanded 
annual report as the first stage of its plan to provide 
the public with more information and explanation about 
its activities. The next stage will be the publication of 
a quarterly bulletin, the first number of which it is 
hoped will be issued about the end of 1960. 


The Report points out that, consistent with a policy 
aimed at stimulating a resumed growth of output 
through a rise both in consumer expenditure and in 
private capital expenditure, credit was easy in 1959. 
During the closing months of the year, the expansion 
of bank advances was continuing unabated, as was 
the growth of hire-purchase debt. The rise in the prices 
of ordinary shares accelerated sharply after the Gen- 
eral Election early in October. Moreover, at the year 
end the prospective cash requirements of the Exchequer 
seemed likely to be larger than they actually turned out 
to be. The implications for 1960 of this developing 
economic situation no longer appeared such as to per- 
mit the authorities to view these present and prospective 
conditions with complete equanimity, and in January 
1960 the bank rate was raised by | per cent, to 5 per 
cent. The decision was taken largely for domestic rea- 
sons (see this News Survey, Vol. XII, p. 230). Follow- 
ing this increase there was some recovery in the market 
for short-term bonds. This firmer tone was not main- 
tained, however, as some banks entered the market as 
substantial sellers when pressure on their liquidity 
became severe. To support current prices against so 
large a weight of selling would have meant resisting 
the trend of the market to an extent which could not 


be justified by the general desirability of maintaining 
orderly market conditions. Furthermore, it could not be 
justified by broader considerations of policy. The Report 
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comments that, in the light of developments in the 
economy as a whole, and with the longer run need to 
attract purchases of stock by “nonbank” investors, a 
somewhat higher level of gilt-edged yields was deemed 
appropriate. While continuing to maintain a market 
by purchases of stock, the Bank therefore allowed the 
pressure of gilt-edged sales to be reflected in a fall 
in market prices; on February 24 market prices re- 
sponded to an unusually heavy pressure to sell by falling 
about | per cent in one day, and subsequently dropped 
a little further (see this News Survey, Vol. XII, p. 270). 
At the close of the fiscal year there were indications 
that the attitude of the banks toward applications for 
new advances was being revised. Although there were 
some signs of an initial response to the changed empha- 
sis of monetary policy, the economy still appeared, on 
balance, in February 1960 to be moving toward over- 
strain. Such a state of affairs, coupled with the per- 
sistent tendency of public expenditure to increase, again 
brings into prominence the recurrent problem of the 
right balance between fiscal and monetary measures in 
bringing about the necessary degree of restraint. 
In discussing external developments, the Report indi- 
cates that in the exchange markets the year was marked 
by two outstanding features. The first was a greater 
general stability of rates even when very large trans- 
actions were in progress, illustrating the greater breadth 
of international exchange markets under conditions of 
convertibility. The second was the increasing importance 
of changes in the relative cost and availability of money 
in the leading financial centers. These arose in most 
cases from action taken by monetary authorities in the 
light of the internal situation in their own countries, 
but such changes have their repercussions on the ex- 
ternal position of the country in question. On the one 
hand, high interest rates tend to attract short-term 
funds from outside and to divert short-term borrowing 
away to cheaper centers; on the other hand, there may 
be occasions when higher interest rates in one center 
fail to attract funds or to divert borrowing because of 
an outright shortage of funds in other centers. At times 
during the year considerable movements of funds on 
interest rate differentials were seen; but at other times 
an absence of movement of such funds was noted, 
when comparative interest rates would have made the 
movement profitable but when the tightness of money 
in the center with the lower interest rates made such 
movement impossible. Not only were short-term funds 
in the hands of banks and financial institutions employed 
in movements arising from interest differentials, but 
short-term financing by “international” companies in 


the various countries in which they operate also tended 
to be switched from one center to another to take 
advantage of quite small differences in interest rates. 
Longer-term financing was often drawn to the cheapest 
market and the currency borrowed immediately con- 
verted into the particular currency required. 


The Report adds that, together with the greater 
opportunity for the movement of funds and the in- 
creased activity in the exchange market, there was a 
growth in the amount of foreign currency deposits taken 
by the London banks. The currency mostly concerned 
was the U.S. dollar, largely because of the widening 
gap between rates ruling on the New York money mar- 
ket and the maximum rates of interest which banks in 
the United States are allowed to pay on time deposits. 
With European holdings of dollars already substantial 
and becoming larger as a consequence of the continuing 
deficit in the U.S. balance of payments, the search to 
employ these funds to the best advantage became keener. 
London intermediaries took the opportunities offered 
to employ these dollar funds, preponderantly by relend- 
ing them in dollars but also by switching them into 
sterling and other currencies on a swap basis where it 
was profitable to do so. 

Source: Bank of England Report for the Year Ended 
February 29, 1960, London, England. 


Credit Policy in Norway 

Economic developments in Norway in the early 
months of 1960 do not, according to Norges Bank, 
warrant any immediate change in the basic policy laid 
down in the National Budget, which took the view that 
no special measures were called for either to increase 
or to limit total demand, and that the guiding principles 
for 1960 indicated a continuation of the somewhat less 
restrictive fiscal and monetary policies of the past two 
years (see this News Survey, Vol. XII, p. 223). The 
marked business upswing in the second half of 1959 
continued at an increasing rate in the first quarter of 
1960. This upward movement took place under 
conditions characterized by reserves of manpower and 
productive capacity. There have been few, if any, 
indications of any imbalance in the supply-demand rela- 
tion, and prices have remained relatively stable. It is 
reasonable to expect that gradually an increasing num- 
ber of branches of industry will reach full capacity, and 
the Central Bureau of Statistics believes that the in- 
crease in production may slow down toward the end 
of the year. 


Source: Norges Bank, Bulletin, Oslo, Norway, June 10, 
1960. 
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Industrial Investment in Sweden 


According to an inquiry made by the Swedish Board 
of Trade in March, Swedish industry is planning to in- 
vest a total of SKr 4,200 million in 1960. Compared 
with 1959, this means an increase of 13 per cent. When 
a similar inquiry was made last October, the estimated 
increase was only 3 per cent. Investment in industry 
proper is expected to rise by 17 per cent, compared 
with an estimate of 4 per cent in the earlier survey, and 
investment in electricity, gas, and water services is ex- 


pected to increase by 2 per cent, or about the same as 
indicated in the fall survey. 


The change in industry plans is especially marked 
for building projects, which are now expected to in- 
crease by no less than 30 per cent, compared with the 
estimate of 17 per cent made in October. The increase 
in investment in machinery is estimated at 16 per cent, 
against 14 per cent last fall. 


The latest survey estimates that industrial invest- 
ment in 1959 amounted to nearly SKr 3,800 million, 
of which about SKr 2,700 million was for industry 
proper and SKr 1,100 million for electricity, gas, and 
water services. The total figure is 6 per cent larger 
than estimated on the basis of the October inquiry and 


indicates a sudden surge of investment in the last few 
months of the year. This surge would seem to have 
been brought about partly by the announcement of 
the turnover tax, effective from the beginning of this 
year (see this New Survey, Vol. XII, p. 191). With- 
out the sudden rise in investment toward the end of 
1959, the increase expected for this year would have 
been still larger. 

Source: Svenska Handelsbanken, Index, Stockholm, 

Sweden, No. 3, 1960. 


German Monelary Policy 


In a detailed explanation of the monetary measures 
taken on June 2 (see this News Survey, Vol. XII, 
p. 382), the June report of the Deutsche Bundesbank 
states that the Bundesbank expects the increase in the 
general interest rate level to cause a substantial re- 
triction of borrowing by its customers. The report 
notes, however, that the interest sensitivity of the 
economy is not as strong as it has been in the past, 
mainly as a result of the increasing influence of public 
authorities on the economy. Today, the payment of 
interest subsidies by public authorities will, without 
doubt, reduce the effectiveness of the interest rate 
instrument; this applies primarily to residential hous- 
ing construction. On the other hand, the effectiveness 


of interest rate increases should not be underestimated. 
For freely financed residential construction and for 
other investments, especially for investments in in- 
ventories, a considerable interest sensitivity is still to 
be found. 


The Bundesbank does not deny that the rise in 
interest rates will affect the various sectors of the 
economy differently, and particularly in a way that 
would not be desirable from a social point of view. 
Mainly for this reason, the Bundesbank has constantly 
advocated that reliance should not be placed on credit 
policy alone to dampen the boom. On the other hand, 
the disproportionate effect of the restrictive measures 
has often been exaggerated. It is not true that interest 
rate increases have affected small and medium-sized 
enterprises primarily; self-financing is not a privilege 
of the big enterprises. Banking statistics show that 
more than two fifths of the short-term and medium- 
term bank advances have exceeded DM 1 million; 
undoubtedly the recipients of such credits have been 
big enterprises. 

The Bundesbank is of the opinion that the reserve 
requirements for domestic liabilities will increase in 
July by about DM 350-400 million as a result of the 
recent introduction of marginal reserve requirements 
for increases in liabilities over and above the average 
of the months March-May 1960. The effect of these 
increases may be expected to be smaller in the com- 
ing months. Therefore, it might prove to be necessary 
to increase also the reserve requirement rates on total 
domestic liabilities, if general monetary developments 
should make it essential to neutralize a larger part of 
the banks’ liquidity. Should the inflow of foreign 
exchange continue high, such a measure would even 
be likely if, at the same time, excessive economic ex- 
pansion should continue to prevail. The Bundesbank 
adds, however, that in lieu of a further increase of 
minimum requirement rates the inflow of liquidity to 
the banks could be neutralized in other ways; e.g., the 
banks—as recently hinted by the President of the 
Bundesbank—would buy securities from the Bundes- 
bank as a result of voluntary agreements, and the 
counterpart of such purchases would not flow back 
into internal circulation. 


In regard to the ban on interest payments to foreign 
residents, the report states that the Bundesbank 
adopted this measure with deep regret, since for 
years its aim had been to free international capital 
transactions as much as possible from all restrictions. 
The need for shielding credit policy against foreign 
influences has made a certain deviation from this 
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principle indispensable. Foreign residents, in general, 
have accepted this measure with full understanding, for 
it not only serves as a shield for domestic credit policy, 
but it also protects foreign countries from correspond- 
ing outflows of foreign exchange. It is planned that 
the ban will be abolished as soon as the effectiveness 
of the internal credit policy is not endangered to the 
same extent as now by the inflow of foreign money and 
as soon as it is possible to reduce the pressure now 
applied on bank liquidity. In the opinion of the 
Bundesbank, the firm denial of the Federal Govern- 
ment and the Bundesbank that the deutsche mark would 
be revalued (see this News Survey, Vol. XII, p. 410) 
has had its effect on foreigners, especially since the 
restrictive measures of the Bundesbank have proved 
that the intention is to counter the present boom by 
means other than a change in the par value of the 
deutsche mark: The speculative inflow of foreign 
exchange apparently slowed down toward the end of 
June. However, it would still be desirable, from the 
point of view of both the Bundesbank and the over- 
all economic situation, to supplement credit restric- 
tions to a larger extent than hitherto by other anti- 
cyclical measures, especially in the fiscal sector. 
Sources: Deutsche Bundesbank, Monatsberichte, June 
1960, and Frankfurter Allgemeine Zeitung, 
July 6, 1960, Frankfurt am Main, Germany. 


U.K. Loan fo Pakistan 


The U.K. Minister for State, Commonwealth Rela- 
tions, has announced an immediate loan by the British 
Government to the Pakistan Government to assist in 
making an early start on industrial development proj- 
ects included in Pakistan’s second Five-Year Plan (see 
this News Survey, Vol. XII, p. 425). The intention is 
that this loan shall be used to pay for imports from 
the United Kingdom, to be agreed between the two 
Governments. 


Source: The Times, London, England, July 12, 1960. 


Government of India Loans 

The Government of India announced early in July 
the issue of two cash-cum-conversion loans for a total 
of Rs 1.75 billion (US$368 million): (1) 3% per 
cent Bonds, 1966, issue price Rs 99.75, and (2) a 4 
Their 
current yields are 3.509 per cent and 4.004 per cent, 


per cent Loan, 1980, issue price Rs 99.90. 


respectively, and their redemption yields are 3.547 
per cent and 4.007 per cent, respectively. 


The subscription lists were to open on July 18 and 


close on July 20, or earlier, without notice, i.e., as 
soon as total subscriptions, including specified secu- 
rities accepted for conversion, amounted to approxi- 
mately Rs 1.75 billion. The total outstanding amount 
in respect to the three loans eligible for conversion is 
placed at Rs 1.13 billion. 


The 1960-61 budget estimates provide for gross 
receipts of Rs 2.50 billion from domestic market loans, 
and net receipts of Rs 1.41 billion. 

Source: The Times of India, Bombay, India, July 5, 
1960. 


South Africa's Exchange Reserves 

South Africa’s gold and foreign exchange reserves 
fell during the week ended July 1 by a further 
£7,342,000, to £107,324,000, the lowest figure since 
December 5, 1958. Total reserves in the correspond- 
ing week of 1959 were £117,600,000. At the end of 
June, certain commitments fall due for payment of 
half-yearly dividends, quarterly capital repayments, 
etc., and in view of these known heavy seasonal de- 
mands, a drawing of $10 million was made on the 
revolving credit arranged with 11 U.S. commercial 
banks (see this New Survey, Vol. XII, p. 195). 
Source: The Times, London, England, July 8, 1960. 


Ghana-Guinea Currency Plans 

During a press conference in Accra on July 5, Presi- 
dent Kwame Nkrumah stated that he had discussed 
with President Sekou Touré of Guinea plans for a 
common currency for Ghana and Guinea and the pos- 


sibility of setting up a central reserve bank to back 


that currency. Experts would have to work out the 


details. The setting up of the bank would not mean 
that Ghana would leave the sterling area. 


Source: Daily Graphic, Accra, Ghana, July 6, 1960. 
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